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2. When a law firm represents a group of people in a class action lawsuit and wins that lawsuit, the firm receives 
a percentage of the group’s monetary settlement. That settlement amount is based on the total number of people 
in the group—the larger the group and the larger the settlement, the more money the firm will receive. 


A law firm is trying to decide whether to represent car owners in a class action lawsuit against the manufacturer 
of a certain make and model for a particular defect. If 5 percent or less of the cars of this make and model have 
the defect, the firm will not recover its expenses. Therefore, the firm will handle the lawsuit only if it is convinced 
that more than 5 percent of cars of this make and model have the defect. The firm plans to take a random sample 
of 1,000 people who bought this car and ask them if they experienced this defect in their cars. 


(a) Define the parameter of interest and state the null and alternative hypotheses that the law firm should test. 
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(b) In the context of this situation, describe Type I and Type II errors and describe the consequences of each 
of these for the law firm. 


The Wpe I evr would We epee) 


rok tte geganion of de kok cars #s & PRATT 
nen os as Ay ane. Tne censtqvencs sade 
error word be aye law fi satitg te oe 
(ok aud Ove 7D Yeuner he excpenie>, “here tae ee 
money 


+e nil Wypetvesis 
perant ar leSs 


Tt Age S env woe & Son , ae eee —Me 7 
I gorhess rok Ro OISPe! Hon oF detects COrs 

G gerenk wien 1p faze Me Conpeqquen® would we 
+NE low fan nov Accor ane care WV) Gyach 
are cahd Ve Made Mone 


GO ON TO THE NEXT PAGE. 
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